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CHAPTER  I 


INTRODUCTION 


Overview 

The  military  services  of  the  United  States  maintain  an  extensive 
health  care  delivery  system  to  ensure  the  most  appropriate  and  timely  care 
of  its  active  duty  forces.  By  law,  the  Department  of  Defense  (DOD)  is 
assigned  two  primary  health  functions.  The  first  is  to  maintain  the  peace¬ 
time  health  of  the  active  duty  force  and  to  be  prepared  to  attend  the  sick 
and  wounded  in  time  of  war.  The  second  is  to  provide  a  health  benefit  as 
a  condition  of  service  to  eligible  beneficiaries  (20:xiv).  The  importance 
of  health  care  to  the  DOD  was  demonstrated  by  the  former  Secretary  of  Defense 
Brown  in  the  Consolidated  Guidance  for  FY  81-85: 

With  regard  to  defense  manpower,  it  is  United  States  policy  to: 
attain  a  cost-effective  Military  Health  Services  System  which  satis¬ 
fies  military  medical  support  requirements  and  provides  quality  care 
to  all  beneficiaries  as  part  of  a  benefit  package  which  is  an  explicit, 
integral  component  of  a  military  compensation  policy  [17:93. 

It  is  the  second  function,  a  condition  of  service,  that  makes  the  health 
care  system  a  very  important  component  of  the  military  compensation  pack¬ 
age.  In  recent  years,  the  military  member  and  his  family  have  become 
dissatisfied  with  ti,j  present  system  {20:xv).  One  of  the  problems  that 
faces  senior  military  managers  and  decision  makers  is  how  to  provide  ad¬ 
equate  health  care  for  the  fewest  amount  of  dollars  while  at  the  same 
time  keeping  the  user  satisfied  with  that  health  care  system. 
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Background 

The  Military  Health  Service  System  (MHSS)  is  one  of  the  largest 
employer-owned  and  operated  health  benefit  systems  in  the  United  States. 

The  MHSS,  like  the  civilian  health  industry,  finds  itself  facing  a  con¬ 
flict  between  not  being  able  to  provide  all  the  services  that  are  demanded 
of  it,  while  at  the  same  time  operating  at  much  less  than  capacity  (17:1). 

The  four  major  components  of  the  MHSS  are:  the  Medical  Departments 
of  the  Air  Force;  the  Army;  the  Navy  (which  also  provides  health  services 
to  the  Marine  Corps);  and  the  Office  of  Civilian  Health  and  Medical  Pro¬ 
gram  of  the  Uniformed  Services  (OCHAMPUS).  Each  Medical  Department  is 
directed  by  its  own  Surgeon  General.  The  fourth  component,  CHAMPUS,  is  a 
field  office  of  the  Secretary  of  Defense. 

The  primary  objective  of  the  MHSS  is  the  maintenance  of  the  mil¬ 
itary  force  in  a  physically  and  mentally  combat  ready  status.  Other 
objectives  include  assuring  the  timely  availability  of  trained  manpower 
and  other  health  resources  required  to  provide  support  for  the  armed  forces 
during  combat  as  well  as  peace  time;  providing  health  care  as  a  part  of 
the  military  pay  benefit  and  compensation  package;  and  maintaining  these 
functions  as  efficiently  and  effectively  as  possible  within  the  constraints 
of  assigned  mission  and  responsibilities  (17:3). 

In  recent  years  health  care  has  become  a  major  and  essential  com¬ 


ponent  of  competetive  compensation  packages  offered  by  big  business  of 
this  nation  (18).  At  one  time,  the  MHSS  was  generally  considered  as 


offering  the  best  medical  benefits  available  Mithin  this  country  (20:xv). 
While  health  care  for  the  military  member  on  active  duty  Is  considered 
excellent,  health  care  for  non-active  duty  dependents  apparently  has  de¬ 
creased  In  both  quality  and  quantity  (20:94).  It  Is  this  subject  of  health 
care  as  part  of  a  compensation  package  and  Its  decline  which  Is  of  concern 
to  management.  Today,  witn  a  limited  Defense  Budget,  the  question  for 
management  has  become  how  can  the  Department  of  Defense  provide:  (1)  better 
health  service  to  non-active  duty  personnel  for  the  same  cost,  or  (2)  the 
same  service  for  less  cost,  or  (3)  better  service  for  less  cost?  This 
problem  Is  highlighted  by  the  era  of  the  all -volunteer  force  whose  problems 
in  recruiting  and  retention  which  have  drawn  attention  to  this  important 
compensation  area  (17:8). 

Several  factors  Influence  the  amount  of  dissatisfaction  that  can 
be  found  within  the  current  MHSS  compensation  package.  These  factors  In¬ 
clude  unrealistic  expectations  regarding  benefits,  1naccu>*ate  and  vague 
descriptions  of  those  benefits,  problems  with  delivery,  and  the  participation 
rate  of  physicians  in  the  CHAMPUS  program.  Figure  1-1  shows  how  these 
factors,  taken  two  at  a  time,  relate.  The  arrows  indicate  the  direction 
of  the  relationship.  The  sign  associated  with  the  arrow  indicates  whether 
a  direct  (+)  or  Inverse  (-)  relationship  exists  between  the  factors.  For 
example,  as  dissatisfaction  with  the  MHSS  Increases  there  will  be  a  decrease 
in  the  retention  rate  among  the  military. 
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Fig.  1-1.  Factor  Relationships. 


A  basic  understanding  of  the  factors  that  contribute  to  the 
dissatisfaction  rate  Is  needed  to  appreciate  uhe  significance  and  relation¬ 
ship  of  the  beneficiaries'  perceptions  of  benefits.  The  beneficiaries  of 
the  MHSS  Include  active  duty  personnel,  dependents  of  active  duty,  retired 
service  members,  dependents  of  retirees,  and  dependents  of  personnel  who 
died  while  on  active  duty  (Zl:144).  It  Is  the  beneficiaries'  perceptions 
of  and  satisfaction  with  the  entitlements  to  medical  care  benefits  that 
cause  the  Initial  dissatisfaction  because  many  mintary  members  do  not 
know  exactly  what  their  medical  benefits  or  those  of  their  dependents 
really  are.  This  dissatisfaction  comes  from  two  sources:  unrealistic 
expectations  and  problems  with  delivery. 
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The  high  expectations  are  caused  by  poorly  defined  medical  benefits, 
leading  to  the  impression  that  the  individual  and  his  family  are  entitled 
to  ^ore  than  they  will  or  have  received  (21:54).  Since  good  quality  health 
care  is  a  major  and  continuing  concern  of  every  military  member,  particularly 
for  those  who  have  dependents,  expectations  of  medical  benefits  are  a  key 
issue.  Inaccurate,  vague,  or  misleading  recruiting  and  advertising  lit¬ 
erature  has  contributed  to  false  and  unrealistic  expectations  and  thus 
beneficiary  frustration  and  dissatisfaction.  Examples  of  recruiting  lit¬ 
erature  and  advertising  include: 

As  an  Air  Force  officer  you  receive  a  good  salary,  medical  care 
for  you  and  your  family,  thirty  days  paid  vacation  a  year  .  .  .  ask 
yourself:  Do  civilian  firms  offer:  Free  medical  care?  Free  dental 
care?  .  .  .  don't  forget  about  medical  and  dental  care  for  you  and 
your  family!  .  .  .  Free  medical  and  dental  care  .  .  .  The  Corps  gives 
you  unmatched  health  and  medical  benefits  C21:553. 

The  impression  one  gains  from  such  advertisements  is  that  all  medical  needs 

will  be  met  and  active  duty  dental  needs  will  be  met.  Some  even  imply  that 

family  dental  needs,  which  are  excluded  from  coverage,  will  be  met. 

In  actuality,  the  medical  benefit  entitlement  is  legally  estab¬ 
lished  and  provides  that: 

Active  duty  members  are  entitled  to  medical  and  dental  care  in 
any  facility  of  the  uniformed  services. 

Active  duty  dependents  and  survivors  of  active  duty  members  are 
entitled  to  medical  and  dental  care  subject  to  availability  of  space. 
facilities,  and  medical  and  dental  staffing  capability. 

Retired  members,  dependents,  and  survivors  may  be  given  medical 
and  dental  services  subject  to  availability  of  space,  facilities,  and 
medical  and  dental  staffing  capabilities  C21:55-563- 

For  dependents  and  retirees  who  must  pay  deductibles  and  co-payments 
of  up  to  25  percent  of  the  total  cost  of  medical  care  received  under  CHAMPUS, 
care  is  not  free;  but,  because  of  the  sweeping  language  of  many  enlistment 
and  reenlistment  ads,  the  legal  entitlement  may  not  be  apparent  to  the 
beneficiary. 


Additional  factors  which  contribute  to  a  high  dissatisfaction  rate 
with  CHAMPUS  are  problems  associated  with  the  low  participation  rate  of 
physicians  (8:35).  Today  fewer  doctors  and  hospitals  are  participating  in 
the  CHAMPUS  program.  A  civilian  doctor  is  said  to  participate  in  CHAMPUS 
if  he  agrees  to  fill  out  the  CHAMPUS  claim  forms  and  accept  payment  from 
CHAMPUS.  000  statistics  show  a  steady  drop  in  doctor  participation  rates 
from  60  percent  in  1970  to  48  percent  in  1980.  Th  e  statistics  are  based 
on  CHAMPUS  claim  forms  filled  out  by  CHAMPUS  uset*  themselves.  Some  CHAMPUS 
users  may  be  turned  down  by  one  or  more  doctors  before  finding  one  that  will 
participate,  so  the  true  participation  rate  for  doctors  may  be  even  lower 
than  statistics  show  (8:35).  In  a  national  survey  conducted  in  1976.  32  per¬ 
cent  of  7,464  CHAMPUS  beneficiaries  surveyed  had  to  contact  three  or  more 
physicians  before  they  were  able  to  obtain  medical  care  utilizing  CHAMPUS 
for  reimbursement  (12:8). 

Officials  in  000  have  implied  that  the  low  doctor  participation 
rate  is  caused  by  the  official  red  tape,  slow  processing  of  claims  and 
low  payments  (8:35).  Many  doctors  who  had  participated  in  CHAf-iPUS  dropped 
out  after  1976,  when  CHAMPUS  payment  rates  fell  from  a  maximum  of  90  per¬ 
cent  of  the  amount  charged  to  only  75  percent.  This  reduction  on  reim¬ 
bursements  was  due  to  the  higher  participation  rate  by  dependents  and 
retired  personnel  in  the  CHAMPUS  program  (12:8).  Many  doctors  have  been 
encouraged  by  the  American  Medical  Association  (AMA)  to  bill  the  patient 
directly  instead  of  billing  government  health  plans  (8:35).  A  recent 
report  on  CHAMPUS  by  retired  Navy  Rear  Admiral  David  M.  Cooney  stated, 

"Low  doctor  participation  rates  are  a  prime  cause  of  dissatisfaction  with 
CHAMPUS  among  active  duty  people,  retirees,  and  their  dependents  C8:353.“ 
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The  high  overall  dissatisfaction  rate  was  highlighted  In  a  recent 
Health  Care  Survey  conducted  by  the  Air  Force  Times  and  Its  sister  publi¬ 
cations,  Army  Times  a, id  Navy  Times,  between  14  Jarjary  and  4  February,  1980. 
Eighty- three  percent  of  the  11,397  military  people  who  participated  in  the 
survey  said  they  wanted  to  leave  the  CHAMPUS  system  and  join  a  civilian 
health  care  plan  (2:1).  Increasing  dissatisfaction  with  the  unavailability 
of  once  convenient  In-house  services,  long  waiting  lines,  administrative 
mix-ups,  attitudes  of  providers,  and  the  excessive  cost  of  CHAMPUS  were 
among  the  most  frequer.tly  heard  complaints.  The  most  striking  conclusion 
to  be  drawn  from  the  survey  Is  that  military  people  do  not  want  to  be 
locked  Into  CHAHPUS:  they  want  a  choice  similar  to  other  federal  employees 
(2:16).  Several  examples  of  military  families  that  quit  CHAMPUS  were 
presented.  The  reasons  ranged  from  low  payment  ($761  for  a  $1,976  surgeon 
fee)  to  dissatisfaction  with  finding  doctors  (2:16).  The  seriousness  of 
this  situation  and  its  Impact  on  each  military  member  who  has  dependents, 
emphasizes  the  need  for  understanding  th.s  development  of  both  the  military 
health  care  program  and  the  CHAMPUS  program  in  particular. 

Recent  Literature 

The  CHAMPUS  program  has  been  studied  by  many  groups  which  have 
been  recommending  Its  Improvement  since  the  Nixon  administration  (12:1). 

It  has  undergone  almost  constant  scrutiny  from  many  different  congressmen, 
senior  medical  officials,  and  the  heads  of  all  military  services.  Recent 
concerns  have  centered  around  the  decreasing  quality  and  quantity,  and 
Increasing  costs  of  dependent  and  non-active  duty  health  care.  Rising  pro¬ 
gram  costs  throughout  the  years  due  to  greater  participation  by  military 
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dependents,  have  caused  the  OOD  and  the  Office  of  Management  and  Budget  (0MB } 
to  change  the  regulations  In  an  effort  to  reduce  Its  cost.  Many  of  these 
changes  have  had  the  adverse  effect  of  reducing  military  health  care  and 
resulted  In  medical  a.jd  morale  problems  for  service  people.  These  people 
have  thought,  and  still  think,  that  health  care  was  Included  In  their  con¬ 
tract  when  they  joined  the  armed  forces  (12:2). 

An  early  study  of  health  care  was  done  In  the  1974-75  time  frame 
by  the  office  of  Special  Studies  and  Analysis,  Headquarters  USAF.  The 
Saber  Health-Alpha  Study  studied  the  cost  of  Air  Force  hospitals  by 
realigning  the  cost  of  military  health  facilities  along  the  same  lines 
as  most  large  civlllar.  hospitals  and  clinics  (25).  The  Saber  Health- 
Bravo  Study,  a  follow-on  study,  compared  the  costs  of  CHAMPUS  to  in-house 
care  for  dependents  and  retired  personnel.  It  concluded  that  It  was  less 
costly  to  provide  in-house  care  than  to  provide  care  through  the  private 
sector  (26).  These  early  studies  focused  on  ways  of  finding  less  costly 
means  cf  providing  quality  health  care  ^or  the  military  population. 

In  1975,  two  studies  were  done  focusing  on  the  MHSS.  The  first 
study  conducted  by  000,  0MB,  and  the  Health  Department  of  Education  and 
Welfare  (HcW)  concluded  that  military  families  dissatisfied  with  CHAMPUS 
should  be  all:?we,'^  to  select  a  health  plan  "that  better  suits  their  desires 
C2:16]." 

The  second  report  done  in  1975  by  the  Naval  Post  Graduate  School, 
suggested  that  the  way  to  minimize  the  total  cost  of  providing  health  care 
to  all  military  groups  was  to  shift  some  care  responsibilities  to  the 
private  sector.  That  report  developed  a  simple  model  analyzing  the  com¬ 
parative  costs  of  providing  In-patient  care  to  the  non-active  duty  population 
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In  either  military  or  civi^.ian  hospitals.  BAsed  upon  the  assumptions  used 
1n  the  study,  the  model  concluded  that  with  an  Increasing  non-active  duty 
population,  a  shift  to  civilian  care  would  provide  a  possible  cost  savings 
for  the  MHSS  (23:28-29). 

The  latest  of  the  DOD  health  studies  was  completed  in  February  1979 
by  the  Rand  Corporation.  This  study  was  critical  of  the  CHAMPUS  program 
and  recommended  that  an  alternative  health  care  plan  be  made  available  to 
service  members  and  their  dependents  (20:102).  It  also  recommended  that  a 
test  be  conducted  and  that  such  a  test  require  beneficiaries  opting  for 
another  plan  to  share  in  the  premium  cost  as  civil  servants  do  now.  The 
study  also  suggested  that  an  improved  CHAMPUS  or  other  health  care  plan 
could  possibly  relieve  the  current  military  doctor  shortages  (20:80). 

While  the  Rand  Study  did  not  do  a  cost  analysis  of  other  health 
care  plans,  it  did  do  a  detail ec  comparison  of  the  c^.nefits  offered  by  the 
largest  and  most  comprehensive  of  the  health  plans  currently  offered  to 
the  civil  service.  The  plan  used  for  comparison  was  the  High  Option 
Government-wide  Service  Benefit  Plan  offered  by  Blue  Cross  and  Blue  Shield 
(BCBS).  This  study  established  fifty  different  health  care  categories.  It 
then  gave  a  detailed  description  of  each  system's  coverage  by  category.  This 
comparison  is  included  as  Appendix  A  to  aid  the  reader  in  understanding  the 
complexity  of  the  health  care  industry  (21:107-130).  BCBS  is  currently  the 
most  comprehensive  and  expensive  of  all  the  health  plans  now  in  use  by  the 
federal  government  (18). 

While  health  care  in  general  is  expensive,  it  is  ranked  by  service 
personnel  as  the  second  most  important  (after  retirement)  of  all  the  military 
benefits.  Findings  of  the  Cost  and  Value  Survey  suggest  that  the  health 
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bene.'lt  is  a  very  efficient  compensation  tool.  Military  personnel,  on  the 
average,  value  this  benefit  at  several  times  its  cost  to  the  government  (17:8). 
Civilian  employers  have  long  recognized  this  fact  and  have  improved  their 
health  care  benefit  programs  and  made  them  more  competitive,  but  the  quality 
of  the  military  benefit  appears  eroded  in  absolute,  as  well  as,  relative 
terms  (20:94).  To  understand  how  the  quality  of  military  health  care 
could  erode,  a  brief  explanation  of  the  CHAMPUS  organization  and  how  it 
became  part  of  the  MHSS  will  follow. 

CHAMPUS  Organization 

Health  care  for  military  dependents  and  retired  personnel  and 
their  dependents  has  long  been  recognized  as  an  important  and  necessary 
benefit  to  military  personnel  since  it  was  first  authorized  by  Congress 
in  1884  (12:2).  In  1956,  Congress  passed  Public  Law  569,  The  Dependents 
Medical  Care  Act  (12.2).  This  Law  authorized  the  medical  care  benefit 
as  an  entitlement  to  the  dependents  of  active  duty  and  retired  personnel. 

As  a  result  of  the  Military  Benefits  Amendment  of  1966,  the  present  day 
CHAMPUS  program  became  effective  on  1  January  1967  with  the  passing  of 
Public  Law  89-614  (27:862).  The  purpose  of  CHAMPUS,  in  its  original 
charter,  was  to  insure  that  medical  care  was  available  to  spouses  and 
children  of  active  duty  members,  retired  members  and  their  dependents, 
and  the  surviving  dependents  of  active  duty  and  retired  members  (12:3). 

If  military  medical  clinics  or  dispensaries  were  not  available  for  dvjpen- 
dent  or  retiree  care,  CHAMPUS  permitted  the  use  of  civilian  doctors  and 
medical  facilities  to  supplement  the  in-house  care.  It  is  this  supplement 
concept  that  has  caused  the  CHAMPUS  program  to  become  so  complex  (13:80). 
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Although  CHAKPUS  is  not  a  health  Insurance  program,  it  is  similar 
in  many  respects  to  health  insurance  provided  by  private  employers.  It 
does  not  involve  any  premium  payments  by  the  beneficiaries.  However,  it 
does  require  beneficiaries  to  share  the  cost  of  care  that  is  obtained  in 
the  civilian  community  (15:1). 

Critics  of  the  present  health  care  system,  and  in  particular  CHAMPUS, 
jiaim  the  program  has  been  mismanaged  and  is  thus  too  costly.  A  recent 
thesis  reviewed  the  organization  of  the  Office  of  CHAMPUS  (OCHAMPUS)  to  deter¬ 
mine  the  interactions  of  that  office  with  the  OOD,  the  fiscal  administrators, 
and  the  beneficiaries.  The  claims  process  was  also  reviewed  and  described. 

It  was  the  opinion  of  thet  report  that  the  program's  management  was  and  is 
concerned  about  costs  and  ways  of  reducing  those  costs  (13:79-80). 

The  idea  of  modern  up-to-date  medical  care  has  been  the  subject  of 
interest  in  many  areas  of  the  OOD.  Top  level  military  managers,  congress¬ 
men,  and  000  civilians  have  all  shown  some  degree  of  concern  on  this  sub¬ 
ject  at  one  time  or  another.  This  continued  interest  in  medical  care  for 
the  military  dependent  has  kept  the  CHAMPUS  program  in  front  of  Congress 
from  time-to-time  and  has  lead  to  suggestions  on  ways  to  improve  the  CHAMPUS 
program.  Major  General  Dean  Tice,  Deputy  Assistant  Secretary  of  Defense 
for  Military  Personnel  Policy,  recently  told  a  House  Subcommittee  that 
"Our  military  personnel  ought  to  have  ,  .  .  improved  medical  facilities 
and  a  better  dependent  care  program  C4:33." 

CHAMPUS  Director  Theodore  D.  Mood  proposed  a  $229.5  million  CHAMPUS 
dental  plan  to  the  House  Military  Personnel  and  Compensation  Subcommittee. 

Wood  has  proposed  other  improvements  in  CHAMPUS  medical  coverage  that  would 
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include  basic  eye  care,  eliminate  deductible  payments,  and  put  a  $1,000  cap 
on  out-of-pocket  payments.  Assistant  Secretary  of  Defense  for  Health 
Affairs,  John  H.  Moxley,  III  has  supported  Wood  In  these  requests  (6:2). 

The  Mouse  of  Representatives  approved  and  passed  a  dependent  den¬ 
tal  care  plan  In  1980,  but  It  was  killed  by  the  Senate  due  to  lack  of 
funding.  Rep.  Richard  White  (D-TX)  reintroduced  this  same  dental  care 
bill  this  year.  Representative  White  Is  the  chairman  of  the  House  Armed 
Services  Subcommittee  on  Investigations.  His  bill  (HR  2181)  contains  a 
graduated  deductible  payment  scale  and  a  cost-sharing  provision  based  on 
categories  of  coverage.  It  would  also  allow  for  dependents  to  receive 
dental  care  on  military  installations  on  a  spa^-'-avai lable  basis  (4:4). 

Since  funding  is  a  major  part  of  the  decision  process,  and  the  availability 
of  funds  fot  these  Improved  health  care  programs  Is  questionable,  a  brief 
look  at  the  DOD  health  care  costs  will  follow. 

Defense  Health  Care  Costs 

DOD  health  care  expenditures  have  remained  relatively  stable  at 
approximately  three  percent  of  the  overall  DOD  budge  .  However,  DOD  health 
care  expenditures  have  been  decreasing  as  a  percentage  of  the  Federal  health 
care  expenditures  in  the  past  few  years.  Major  DOD  health  costs  are  Iden¬ 
tified  in  Program  VIII  (Training,  Medical  and  other  General  Personnel  Acti¬ 
vities).  Additional  expenses  are  contained  in  Program  I  (Strategic  Forces), 
II  (General  Purpose  Forces),  VI  (Research  and  Development),  and  IX  (Admin¬ 
istration  and  Associated  Activities).  The  medical  expenses  in  these  pro¬ 
grams  are  Integrated  with  larger  mission  categories  and  represent  only  a 
small  part  of  the  overall  DOD  health  budget  (21:2). 
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The  two  major  components  of  growth  within  Program  VIII  are: 

(1)  care  in  Defense  Facilities  (i.e.,  all  funds  budgeted  for  manning, 
operating,  and  building  military  treatment  facilities),  anu  (2)  CHAMPUS. 
It  is  apparent  from  Figure  1-2  that  the  largest  component  of  DOD  health 
costs  is  for  care  in  defense  medical  facilities.  The  percentage  growth 
for  the  two  has  been  approximately  equal. 


While  there  has  been  a  30  percent  real  growth  over  the  past  eleven 
years  for  Program  VIII  health  activities,  there  has  also  been  a.)  increase 
in  the  level  of  dissatisfaction  by  the  non-active  duty  military  personnel. 
There  has  been  an  equal  trade  off  between  the  costs  of  CH.VIPUS  and  that 
of  direct  care.  CHAMPUS  increased  its  share  of  the  DOD  health  outlay  by 
9  percent  while  outlays  for  direct  care  in  defense  facilities  decreased 
by  9  percent.  Today  the  DOD  health  budget  represents  a  larger  percentage 
of  the  overall  Defense  budget  than  it  did  ten  years  ago.  Much  of  the 
growth  is  associated  with  increases  in  CHAMPUS  (21:6). 

Problem  Statement 

The  lack  of  perceivable  improvements  in  the  dependent  health  care 
program  currently  constitute  a  prime  threat  to  the  morale  and  well-being 
of  the  armed  forces  of  the  United  States  (12:2).  The  active  duty  military, 
their  dependents,  and  retired  personnel,  perceive  that  the  current  MHSS 
and  in  particular,  CHAMPUS,  does  not  provide  for  non-active-duty  military 
health  care  needs.  The  past  solution  to  this  problem  has  been  to  attempt 
tc  increase  the  funding  for  the  MHSS,  but  this  appears  to  have  failed.  A 
current  proposal  allows  the  non-active-duty  military  to  choose  an  alternate 
system  of  health  care.  This  proposal,  currently  being  tested,  does  not 
include  information  as  to  the  costs  of  benefits  of  this  or  any  other 
alternate  health  care  system.  A  systematic  benefit/cost  study  is  needed 
to  identify  the  costs  and  benefits  of  alternate  health  care  systems  to 
Insure  t  senior  military  managers  and  decision  makers  establish  an 
appropriate  level  of  quality  health  care  for  non-active-duty  military. 
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Justification 


The  Surgeon  Generals  of  the  three  major  military  services  are 
searching  for  a  cost-effective  method  of  providing  the  health  care 
demanded  by  both  the  active  and  retired  military  member.  The  rising 
cost  of  health  care  delivery  systems  necessitates  minimizing  the  number 
of  scarce  health  care  Inputs  (doctors,  nurses,  and  dollars)  that  are 
devoted  to  the  military- related  health  industry. 

Senator  John  C.  Stennis,  in  his  report  to  the  Committee  on  Appro¬ 
priations  on  19  November  1980,  supports  the  recommendation  made  in  both 
the  1975  OMB/OOO/HEU  military  health  care  study  and  the  1979  Rand  study 
that  DOD  should  test  the  concept  of  using  alternative  health  care  delivery 
systems  in  lieu  of  the  current  CHAMPUS  reimbursement  system.  He  further 
stated  that: 

.  .  .  offering  the  beneficiary  a  choice  would  relieve  the 
pressure  of  excess  demand  on  the  current  system,  enhance  bene¬ 
ficiary  satisfaction,  and  introduce  an  element  of  competition 
into  the  current  system.  Further  .  .  .  offering  a  choice  is 
consistent  with  national  policy,  such  as  stated  in  the  1973 
Health  Maintenance  Organization  Act  (HMO)  (Public  Law  93-222) 
which  requires  all  employers  of  more  than  twenty-five  persons 
to  offer  an  HMO  option  C24:923. 

Mr.  Theodore  Mood  echoed  these  sentiments  about  a  choice  or  alternatives 
when  he  stated: 

This  is  something  we  can  do  for  military  people  which  pro¬ 
bably  wouldn't  cost  very  much  .  .  .  The  idea  has  been  around 
for  a  long  time.  It's  time  for  a  test  .  .  .  and  allow  the 
military  folks  to  join  the  (health)  plans  that  are  already  open 
to  federal  civil  servants  Cl:23. 
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Because  of  these  considerations  It  Is  desirable  to  test  and 
evaluate  alternative  methods  of  delivering  health  care  benefits  to 
retired  military  personnel  and  military  dependents.  The  scientific 
process  of  evaluating  any  alternative  requires  that  the  cost  of  both 
systems  be  known.  This  report  will  therefore,  provide  a  cost/benefit 
comparison  of  BCBS  and  CHAMPUS. 

Research  Hypotheses 

The  purpose  of  this  research  Is  to  provide  the  decision  makers 
with  the  additional  Information  needed  to  Improve  the  present  MHSS.  It 
will  objectively  determine  whether  or  not  Blue  Cross  and  Blue  Shield, 
which  Is  currently  used  by  part  of  the  federal  sector.  Is  a  more  cost 
effective  alternate  to  CHAMPUS,  which  Is  the  current  dependent  health 
care  system. 

The  hypotheses  will  focus  on  the  following  two  systems  of  health 
care:  (1)  1AMPUS,  and  (2)  Blue  Cross  and  Blue  Shield  as  used  by  the 
federal  sector. 

(1)  There  Is  no  difference  In  the  benefits  (Quantity  and 
Quality)  of  the  two  systems. 

(2)  Hg:  There  is  no  difference  in  the  costs  of  the  two  systems. 

Certain  questions  must  be  answered  In  order  to  test  these  hypotheses. 

These  questions  are: 

(1)  What  are  the  present  health  care  benefits  currently  offered 
by  both  systems? 

(2)  What  are  the  total  costs  of  the  two  systems  to  the  government? 

(3)  What  are  the  benefit/cost  ratios  of  the  two  systems? 


16 


Conclusion 


This  chapter  presented  a  brief  introduction  to  the  present  MHSS 
and  to  the  CHAMPUS  organization.  The  high  level  of  dissatisfaction  wi  i;. 
CHAMPUS  appears  to  have  been  caused  by  unrealistic  expectations,  inaccuracy 
and  vagueness  in  policy  benefit  statements,  and  problems  with  delivery.  A 
suggested  choice  of  an  alternate  form  of  non-active-duty  health  care  and 
the  requirement  for  additional  information  in  this  area  were  also  addressed. 

Two  hypotheses  were  presented  which  are  the  basis  for  this  report. 
The  following  chapters  will  describe  in  detail  the  methodology  and  analysis 
for  testing  these  theories.  Conclusions  and  recommendations  will  be  dis¬ 
cussed  in  the  final  chapter. 
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CHAPTER  II 


METHODOLOGY 


Introduction 

This  chapter  describes  in  detail  the  processes  which  answered 
the  research  questions  and  tested  the  hypotheses  presented  in  Chapter  I. 
There  are  two  parts  to  this  chapter.  The  first  section  of  this  chapter 
addresses  the  data  gathering  process.  The  second  is  concerned  with  the 
data  manipulation  processes.  The  assumptions  and  criteria  used  for  the 
analysis  are  covered  within  each  section. 

The  population  group  for  this  study  is  the  non-active-duty  military 
personnel.  This  group  is  divided  into  two  distinct  groups.  The  first 
group  is  the  active-duty-military  dependent  referred  to  as  dependents. 

The  second  is  retired  military  personnel  and  their  dependents,  referred 
to  as  retired  personnel.  Comments  made  to  "non-active-duty  personnel" 
refer  to  the  entire  population  group. 

The  sources  of  data  which  were  required  to  determine  the  associated 
cost  for  CHAMPUS  and  BCBS  were  collected  for  fiscal  years  1976  through  1980. 
The  Statistics  Branch  of  OCHAMPUS,  the  Department  of  Defense,  Information 
Operations  and  Report  Division,  and  the  Blue  Cross  and  Blue  Shield  Federal 
Employee  Program  all  supplied  information  and  data  used  in  this  report. 


Data  Gathering  Process 


The  data  gathering  process  focused  on  comparing  the  benefits  under 
CHAMPUS  with  those  from  Blue  Cross  and  Blue  Shield  (BCBS),  as  well  as  the 
associated  cost  of  both  programs.  At  the  present  time*  Blue  Cross  and 
Blue  Shield  is  the  most  expensive  plan  currently  available  to  the  federal 
civil  service  employee  (18).  By  compariTig  CHAMPUS  and  the  program  recog¬ 
nized  as  the  most  expensive*  theoretical  maximum  cost  to  the  government 
can  be  found  and  analyzed. 

Costs 

Currently*  the  military  dependent  does  not  pay  a  monthly  premium 
for  his/her  health  care.  CHAMPUS  requires  that  the  beneficiary  (or  sponsor) 
pay  part  of  the  expenses  through  a  specified  deductible  amount  and  a 
percentage-cost-sharing  on  allowable  expenses.  In  most  cases*  the  cost 
share  is  less  for  active  duty  dependents  than  for  retired  beneficiaries. 

The  cost  sharing  percentage  varies  with  the  patient's  status  and  type  of 
medical  service;  i.e.,  whether  the  patient  was  active  duty  dependent  or 
retired*  and  whether  he/she  was  an  in-patient  or  an  out-patient.  These 
costs  are  identified  in  the  CHAMPUS  Regulations  DOO  601C.8-R  and  are 
summarized  in  the  CHAMPUS  Handbook  (15:55-61). 

OCHAMPUS  does  not  have  accurate  information  pertaining  to  the 
beneficiary  costs  of  participating  in  the  program  (21:147).  Therefore* 
only  the  cost  to  the  government  will  be  included  in  this  report.  The 
actual  government  CHAMPUS  cost  will  be  presented  and  compared  with  a 
theoretical  government  cost  of  BCBS. 
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The  exact  total  government  costs  of  CHAMPUS  were  available  and 
are  divided  into  two  parts*  administrative  and  claims.  The  CHAMPUS  costs 
for  this  study  were  calculated  for  each  population  group  by  totalling  the 
amounts  paid  for  claims  and  an  appropriate  percentage  share  of  the  yearly 
administrative  costs.  There  Is  no  break-out  of  administrative  costs  avail¬ 
able  for  each  Individual  group  of  beneficiaries.  It  was  therefore  assumed 
that  each  group's  portion  of  the  administrative  costs  were  based  on  Its 
share  of  the  claims  cost. 

A  hypothetical  estimate  of  government  cost  for  BCBS  was  calculated 
for  two  groups  of  non-active-duty  personnel.  The  calculations  were  based 
on  taking  the  government's  share  of  the  yearly  premium  and  multiplying  It 
jy  the  number  of  personnel  In  each  group.  The  DOD  publications  entitled 
Selected  Manpower  Statistics  for  fiscal  year  1976  through  1980  were  used 
to  determine  the  total  number  of  active  duty  personnel  with  dependents  as 
well  as  the  total  number  of  retired  personnel  for  each  year.  The  U.S. 

P' >tal  Workers  Health  Program,  as  administered  by  BCBS,  was  used  to  deter¬ 
mine  tho  annual  premium  cost.  Because  the  U.S.  Postal  Workers  have  a  wide 
age  group  within  their  work  force,  their  rates  were  assumed  to  be  represen¬ 
tative  for  the  active-duty  and  non-active- duty  personnel.  The  family  rate 
was  used  for  all  the  calculations  Involving  military  members  and  retired 
personnel  with  dependents.  The  family  rate  had  to  be  used  because  unless 
dependents  are  enrolled  on  a  family  contract,  they  are  Ineligible,  at  the 
present  time,  for  benefits  (14). 
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Benefi  ts 


The  second  area  of  Interest  was  the  benefits  of  each  medical  plan. 
This  report  used  the  same  basic  format  as  presented  In  Defense  Rescurce 
Management  Study  of  1979  (21).  This  format  is  given  If  Figure  2-1. 


BENEFIT  BLUE  CROSS  AND  BLUE  SHIELD 


CHAMPUS 


Fig.  2-1.  Medical  Benefits  Format. 


This  report  attempted  to  eliminate  any  subjectivity  from  Its  comparison  by 
dividing  the  benefits  Into  fifty  areas.  The  areas  ranged  from  semi -private 
rooms  to  radiation  therapy  to  out-patient  care.  Each  benefit  was  cited 
and  the  available  coverage  of  the  two  systems  was  given  as  a  comparison. 
These  references  were  provided  by  the  CHAMPUS  regulations  and  the  Blue  Cross 
and  Blue  Shield  Benefits  Book  for  Federal  Employees.  A  detailed  description 
on  how  the  two  different  benefit  programs  were  quantified  Is  given  In  the 
data  analysis  section  of  this  chapter. 

Data  Analysis  Process 

The  data  analysis  portion  is  presented  In  two  parts.  The  first 
allows  for  a  quantifiable  comparison  between  both  benefit  systems.  The 
second  combines  the  cost  data  generated  In  part  one  of  this  chapter  and 
the  benefit  analysis  from  part  two  of  this  chapter  to  allow  a  benefit/ 
cost  Index  to  be  determined. 
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Benefits 


The  comparison  of  the  benefits  of  programs  Is  a  subjective  process. 
Some  of  the  subjectivity  can  be  reduced  through  the  use  of  scoring  models. 
Scoring  models  permit  the  decision  maker  to  examine  the  performance  of 
different  projects  or  programs  on  several  criteria  as  a  basis  for  decision 
making  (22:145).  Scoring  models  provide  a  moderately  quick  analysis,  with¬ 
out  a  great  sacrifice  In  accuracy. 

A  scoring  model  consists  of  absolute  scales  for  scoring  the  worth 
of  eac^*  benefit  relative  to  a  set  of  desired  characteristics.  These 
characteristic  scores  are  then  totaled  to  give  a  single  value  number.  The 
scoring  model  used  was: 


where  Tj  is  the  total  value  of  the  alternative,  S^j  Is  the  score  for 
benefit,  on  the  j^crlterlan;  and  Is  the  criterlan  weight.  In  this 
report,  equals  1.  The  use  of  W-j  allows  different  significance  to  be 
placed  on  each  benefit.  This  report  assumed  that  each  benefit  had  equal 
weight  In  hopes  of  reducing  some  of  the  subjectivity.  It  Is  assumed  that 
certain  benefits  are  used  more  extensively  than  others  but  actual  break¬ 
out  of  each  benefit  used  was  not  available  (3). 
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13 


The  scoring  scale  ranged  from  0  to  4.  The  value  breakdown  Is 


given  in  Figure  2-2. 


0  ....  no  benefit 

1  ....  75%  of  acceptable* 

2  ...  .  80%  of  acceptable* 

3  ....  full  after  $25  or  $4.65  daily 

4  .  .  .  .  paid  in  full 

*The  amount  paid  is  based  on  the  reasonable  cost/charge  for  the 
particular  service  or  supply  as  determined  by  the  CHAMPUS  Contractor 
that  processes  the  claim  (15:61). 

Fig.  2-2.  Score  Values. 


There  are  fifty  benefit  categories  which  were  evaluated.  The  perfect 
score  T^3j(  is  given  by: 

Tmax-  50  x  4-  200 

An  example  of  this  model  is  illustrated  in  Figure  2-3.  Figure  2-3  shows 
the  format  that  was  used  in  this  report  to  find  Tj  for  each  benefit. 

Tj  will  be  used  later  for  the  benefit/cost  index. 
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BENEFIT 


CRITERION 


WEIGHTED  SCORE 


X  Sij 


Tj 


BENEFIT  TYPE  OF  COVERAGE 

_ A _ B _ C 

Semi -private  room  432 

Radiation  Therapy  421 

Out-patient  home 

and  office  2 _ 2 _ 1 

Tj  10  7  4 

A  a  Blue  Cross  and  Blue  Shield;  high  option  coverage 
B  »  CHAMPUS  coverage  for  active  duty  dependent 
C  »  CHAMPUS  coverage  for  retired  and  retired  dependent 

Fig.  2-3.  Model  Example. 


Benefit/Cost 

The  costs  calculated  represent  the  total  yearly  amount  that  the 
government  pays  for  each  of  the  two  health  care  programs.  The  federal 
worker  and  the  government  each  contribute  a  share  of  the  total  premium. 
The  U.S.  Postal  Workers  use  a  25/75  percent  sharing  plan.  The  Postal 
Workers  pay  25  percent  of  the  yearly  cost  of  their  health  care  while  the 
federal  government  pays  the  remaining  75  percent.  This  is  still  higher 
than  the  rate  of  15/85  percent  which  is  proposed  for  the  1981  HMD  test 
in  Portland,  Oregon  (24:93).  This  report  compares  these  two  cost  sharing 
plans  as  well  as  a  0/100  plan  where  the  government  would  pay  100  percent 
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of  the  premium.  A11  these  costs  will  be  presented  In  tables  as  we11  as 
graphs.  A  recommendation  to  convert  the  existing  CHAMPUS  plan  to  the  Blue 
Cross  and  Blue  Shield  Plan  will  not  be  made  unless  It  will  result  In  a 
10  percent  yearly  savings  to  the  government.  The  10  percent  savings  Is 
the  present  government  guide  line  for  cost  comparisons  (10:4). 

The  total  value,  Tj,  for  each  benefit  package  together  with  the 
cost  will  be  combined  to  provide  a  benefit/cost  Index  Ij.  The  benefit/ 
cost  Index  Ij  Is  given  by: 

Ij  -  Bj/Cj 

where  Bj  Is  the  benefit  total  and  Cj  is  the  total  program  cost.  The  Ij 
index  for  BCBS  will  then  be  compared  against  the  Ij  index  for  both  the 
dependent  and  retired  populations.  It  Is  assumed  that  the  higher  the 
index,  the  more  favorable  the  program  package. 

A  second  value  will  be  determined  which  will  aid  in  evaluating 
each  benefit  package.  A  percentage  score  was  used: 

Rj  “  ^j/^max 

where  Rj  is  the  relative  score  of  the  j^  alternative.  This  relative 
score  will  show  the  percentage  difference  over  which  the  benefit  totals 
ranged. 

Conclusion 

This  chapter  has  presented  the  methodology  by  which  a  benefit/cost 
Index  comparison  for  both  Blue  Cross  and  Blue  Shield  and  CHAMPUS  was  made. 
This  comparison  must  be  made  before  a  reasonable  decision  can  be  made  to 
change  the  present  system,  retain  the  present  system,  or  convert  to  a 
new  system. 
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The  following  chapters  will  present  the  actual  analysis  and 
results.  Recommendations  as  to  appropriate  actions  based  on  the  results 
of  the  analysis  and  various  issues  related  to  the  problem  will  also  be 
presented. 


CHAPTER  III 

ANALYSIS 


Introduction 

This  chapter  presents  the  analysis  of  the  hypotheses  presented  in 
Chapter  I.  The  first  section  addresses  the  cost  data  while  the  second 
focuses  on  the  area  of  benefits  and  the  related  cost/benefit  index. 

Costs 

The  data  collected  and  generated  for  this  study  are  shown  in  the 
first  four  tables.  Tables  3-1,  3-3  and  3-4  deal  with  annual  costs  while 
Table  3-2  includes  related  estimated  annual  manpower  for  DOD. 

Table  3-1  shows  the  annual  cost  of  CHAMPUS  for  the  fiscal  years 
1976  through  1980.  The  costs  are  subdivided  into  three  areas:  claims 
paid,  administrative  costs,  and  their  respective  totals.  Furthermore, 
these  costs  are  subdivided  according  to  two  different  populations:  active- 
duty  dependents  and  retired  personnel.  The  dollar  amounts  in  Table  3-1 
are  actual  figures  for  these  fiscal  years. 

Table  3-2  presents  manpower  statistics  showing  the  number  of  per¬ 
sonnel  in  three  categories:  active-duty,  active-duty  with  dependents, 
and  retired  personnel.  These  figures  are  averaged-estimates  as  of  30  Sep¬ 
tember  (end  of  fiscal  year)  and  are  published  annually  in  Selected  Manpower 
Statistics  (7). 
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SOURCE:  OCHAMPUS,  Statistics  Branch  (3) 


TABLE  3-2 


LU 

Z 

z 

LO 

cn 

CM 

o 

in 

CM 

CO 

(/I 

cn 

o 

00 

CM 

« 

* 

* 

0» 

LU 

in 

a% 

'O 

o. 

o 

o 

CM 

CM 

<o 

o 

«k 

A 

LU 

•H 

0-^ 

►- 

LU 

a\ 

Ok 

LO 

o 

00 

4/) 

VO 

VO 

Ok 

evj 

* 

A 

«k 

<o 

m 

o 

Ln 

CO 

m 

* 

* 

<n 

rs. 

00 

O 

cy> 

CM 

m 

lO 

40 

•1 

« 

• 

<n 

CM 

rv 

o 

00 

rv. 

\o 

CM 

40 

o 

o 

o 

o 

o 

•1 

•» 

• 

m 

•» 

CM 

CM 

CM 

CM 

CM 

Qi 

40 

00 

Ok 

< 

fV. 

rv 

LU 

Ok 

Ck 

Ok 

Ok 

^4 

o>  k.  at 
coo. 

•I—  i/t  at 

•o  c  -o 
c  o 
at 

uy  o 
to  ^  i, 

at  u  0) 

>>  le  2 
at  E 

'io  k  e 

o  p 
I/)  <♦-  at 
^  x: 

*♦-  i/t  -tJ 
4J 

c  c  at 
o  at  c 
■o  •«- 
■o  c  E 
at  at  C 
i/t  CL  at 
le  at  ^ 
x>  -o  at 
■o 

at  ^ 
i.  •  o 
<0  •—> 

«/»  >>  I/t 

at »—  tt 
at  ^ 
3  ■«->  4-> 
0»  g  I/t 
E  ^ 

•L-  "T” 

X  (O 

at  o  -M 

irt  t  irt 

at  CL 
f  o.  o 
■t-t  «a  c 

•4->  at  at 

lo  s.  C 

f  10  IQ 
■M 

<u  at 
at  L.  L. 

4-t  at  at 
® 

3C  I—  I— 

«  «  « 
*  * 
* 


Table  3-3  shows  the  Blue  Cross  and  Blue  Shield  (BCBS)  High  Option 
annual  premium  rates  currently  used  by  the  U.S.  Postal  Workers.  The  pre¬ 
miums  are  based  on  past  claims  exporience  and  reflect  the  actual  cost  of 
medical  care  (11:32).  The  first  column  is  the  family  rate  while  the  second 
column  is  the  individual  rate.  The  individual  rate  is  approximately  46  per¬ 
cent  of  the  family  rate. 

Table  3-4  is  a  combination  of  the  manpower  statistics  from  Table  3-2 
and  the  annual  costs  from  Table  3-3.  This  represents  the  theoretical  total 
annual  cost  to  the  government  for  BCBS.  Two  other  sets  of  costs  are  pre¬ 
sented  in  columns  two  and  three  which  are  the  85  percent  and  75  percent 
figures  representing  the  shift  downward  in  government  costs  as  worker  par¬ 
ticipation  in  the  cost-sharing  aspect  of  premium  payment  is  increased. 

Figures  3-1  and  3-2  are  graphical  representations  of  Tables  3-1 
and  3-4.  Each  represents  the  annual  costs  of  both  Blue  Cross  and  Blue 
Shield,  and  CHAMPUS  by  fiscal  year  and  category  of  beneficiary.  These 
graphs  show  that  Blue  Cross  and  Blue  Shield  costs  are  approximately  four 
times  greater  than  CHAMPUS.  The  primary  reason  for  the  vast  difference  is 
because  the  theoretical  annual  cost  to  the  government  was  computed  using 
the  family  rate.  The  BCBS  graphs  therefore,  reflect  the  total  cost  of 
medical  care  for  dependents  as  well  as  their  military  sponsor.  Since 
the  military  sponsor  would  not  require  CHAMPUS  coverage,  those  high  costs 
should  potentially  be  less.  In  addition,  the  BCBS  program  cost  is 
experience-ratec,  which  means  that  future  premiums  are  determined  by  actual 
payments  for  subscriber  benefits.  When  premium  income  exceeds  benefit 
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TABLE  3-3 


BLUE  CROSS  AND  BLUE  SHIELD 

COSTS^ 

YEAR 

COST 

INDIVIDUAL 

COST*^ 

FAMILY 

1976 

1,599 

728 

871 

1977 

1,891 

875 

1016 

1978 

1,783 

823 

960 

1979 

1,997 

943 

1054 

1980 

2,247 

1,148 

1099 

♦Note  these  costs  are  the  annual  rates  as  used  by  the  U.S.  Postal  Workers. 
♦♦Difference  between  family  rate  and  individual  rate. 


SOURCE:  Ms.  Marilyn  Quintal  (19). 
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Note  this  table  is  a  combination  of  Tables  3-2  and  3-3. 
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payments  and  other  expenses,  producing  an  excess,  tha  excess  is  held  in 
i^eserve  to  offset  future  rate  increases  or  to  provide  new  benefits  (14). 

The  use  of  these  reserves  might  also  be  expected  to  reduce  the  high  costs 
associated  with  BCBS. 

The  CHAMPUS  graphs,  which  portray  very  low  costs,  reflect  those 
actual  costs  of  dependent  health  care  which  did  not  occur  in  military 
facilities.  CHAMPUS  is  a  supplemental  program  which  does  not  reflect  all 
the  costs  of  dependent  or  retired  personnel  care.  Some  of  the  non-active- 
duty  (NAD)  personnel  health  care  costs  are  contained  in  the  other  com¬ 
ponents  of  Program  VIII.  Figure  1-2  shows  how  the  costs  of  Program  VIII 
far  exceed  those  of  CHAMPUS.  Program  VIII  costs  are  divided  into  fixed 
and  variable  expenses.  The  fixed  expenses  are  represented  by  hospital 
buildings,  equipment,  and  contingency  staffing  requirements.  Total  costs 
;ise  at  a  constant  rate  after  satisfying  the  minimum  (contingency)  require¬ 
ments  (23:6).  The  variable  costs  are  incurred  as  patient  load  increases 
above  the  contingency  staff  levels.  The  need  for  increased  personnel  and 
associated  supplies  caused  by  an  increase  in  the  non-active-duty  population 
causes  an  increase  in  the  variable  costs  and  thus,  in  total  costs.  From 
the  analytical  model  developed  by  Terasawa  and  Whipple,  they  theorized 
that  these  variable  costs  amount  to  approximately  36  percent  of  in-house 
care  (23:20-28).  Therefore,  a  more  accurate  NAD  cost  curve  is: 

C  +  Vc  -  Tc 

where  T^.  is  tha  total  cost  of  NAD  care;  C  is  the  CHAMPUS  costs;  and  V^  is 
the  variable  costs  associated  with  the  NAD  personnel. 
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There  are  approximately  1.4  dependents  for  every  active  duty 
military  sponsor  (7:21).  It  Is  not  known  how  many  dependents  are  assoc¬ 
iated  with  each  retiree.  When  the  active  duty  member  retires,  he/she 
becomes  one  of  the  NAD  personnel,  and  although  the  nunber  of  dependents 
probably  drops.  It  can  be  assumed  that  the  total  retired  population  may  very 
well  exceed  the  active-duty  dependent  populations. 

Since  the  exact  number  of  NAD  users  of  DOD  medical  facilities  Is 
unknown,  and  the  exact  proportion  of  retired  personnel  to  active  duty 
dependents  Is  also  unknown,  six  hypothetical  cost  sharing  ratios  were 
developed  to  better  analyze  the  total  NAD  costs.  These  ratios  ‘ipllt  the 
estimated  36  percent  variable  costs  between  the  retired  user  and  the  active 
duty  dependent.  Since  the  total  government  Program  VIII  costs  were  not 
available  after  1978,  this  thesis  used  1978  cost  information  from  Figure  1-2 
for  these  and  all  remaining  calculations.  Total  NAD  costs  for  1978,  as 
shown  in  Figure  3-3,  reflect  the  hypothetical  ratios  of  active  duty  and 
retired  users. 


36%  SHARING 

RATIO 

TOTAL  COST  (1978) 

Active 

Reti red 

Acti ve 

Reti red 

0 

36 

.303 

1.153 

10 

26 

.538 

.998 

18 

18 

.726 

.730 

20 

16 

.773 

.683 

30 

6 

1.008 

.448 

36 

0 

1.149 

.307 

Fig.  3-3.  Total  NAD  Costs. 


The  two  extreme  ratios  are  not  very  plausable  because  neither 
group  of  dependents  would  likely  have  exclusive  use  of  all  non-active- 
duty  care.  Given  the  lower  priority  of  retirees  at  medical  facilities 
and  the  fact  that  some  retirees  do  not  reside  at  or  near  a  military  instal¬ 
lation,  a  logical  ratio  would  be  20:16,  or  even  30:6,  with  the  active  duty 
dependent  accounting  for  the  greater  .  ercentage  of  the  variable  cost. 

These  adjusted  NAD  costs,  therefore  reflect  a  more  accurate  cost  of  depen¬ 
dent  health  care  to  be  used  for  comparison. 

The  total  cost  of  BCBS  includes  the  entire  family,  both  active- 
duty  personnel  and  non-active  duty  personnel.  Thus,  for  a  true  cost  com¬ 
parison,  the  costs  for  BCBS  should  be  reduced  so  as  not  to  include  active- 
duty  personnel,  fhe  health  care  cost  currently  being  used  in  the  CHAMPUS 
CHOICE  program  is  a  plausible  means  for  determining  the  reduction  method. 

CHAMPUS  CHOICE  is  a  test  program  which  allows  the  NAD  personnel  to 
choose  a  health  plan  that  best  suits  the  individual  family's  needs.  The 
program  is  different  from  CHAMPUS  in  several  ways.  This  test  program, 
which  allows  NAD  personnel  to  choose  a  Health  Maintenance  Organization 
(HMO)  in  place  of  CHAMPUS,  is  currently  being  undertaken  in  Portland, 
Oregon.  The  family  must  pay  part  of  the  premium  and  sometimes  a  small 
charge  for  each  visit  to  the  doctor  or  hospital.  Access  to  health  care 
(and  choice  of  primary  care  physician)  is  assured  in  a  prepaid  health  plan 
The  out-of-pocket  costs  to  the  beneficiaries  are  intended  to  be  lower  than 
their  current  CHAMPUS  costs  (9).  An  example  of  yearly  costs  is  given  in 
Figure  3-4.  The  higher  costs  are  those  charged  by  the  BCBS-HMO.  The 
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benefits  offered  under  BCBS-HMO  are  comparable  to  the  High  Option  Plan. 
According  to  Commander  Evans,  OCHAMPUS  Public  Affairs  Officer,  these 
premium  costs  represent  30  percent  of  the  total  cost  to  the  government 
for  the  retired  personnel  and  10  percent  of  the  total  cost  to  the  govern 
ment  for  the  active  duty  personnel. 


GROUP 


YEARLY  INDIVIDUAL  PREMIUMS 


Active  duty  spouse 
Active  duty  family 


$25.08  to  52.08 
55.68  to  90.36 


Retired-retiree  only 
Reti red- family 


$150.72  to  280.08 
354.36  to  604.80 


Fig.  3-4.  CHAMPUS  CHOICE  Premiums  (9) 


Because  the  costs  reflected  In  Figure  3-4  are  less  than  the 
single  rate  charged  by  BCBS,  a  new  revised  theoretical  cost  of  BCBS  was 
calculated.  The  new  rate  was  the  difference  between  the  family  rate  and 
the  single  rate.  This  new  rate  factor  represents  a  46  percent  decrease 
over  the  family  rate.  Again,  using  1978  figures,  this  more  realistic 
estimate  of  costs  for  BCBS  is  $1.06  billion  for  dependents  and  $1.17 
billion  for  retired  personnel.  These  reduced  BCBS  costs  are  still  higher 
than  the  estimated  total  NAD  costs  presented  earlier  in  Figure  3-3,  except 
for  the  two  extreme  ratios. 
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Benefits 


The  results  of  the  benefit  comparisons  are  in  Table  3-5.  Table  3-5 
presents  each  type  of  coverage  In  columns  A,  B,  and  C.  The  first  column 
titled  "benefits"  lists  the  fifty  different  categories  of  health  care 
benefits.  The  scoring  scale  for  each  category  of  benefit  ranged  from 
0  to  4.  The  Tj  ano  Rj  for  each  type  of  coverage  is  included  in  the  table. 

A  maximum  of  two  hundred  points  was  possible  for  Tj. 

The  CHAMPUS  supplemental  health  system  was  originally  modeled 
after  BCBS's  high  option  plan  (9).  Therefore,  both  plans  were  expected 
to  have  a  very  similar  Tj  benefit  index  total  and  Rj  ratio  percentage. 

Table  3-5  reflected  this  similarity.  There  is  a  marked  drop  in  the 
CHAMPUS  (Ret)  ratio  which  can  be  attributed  to  the  larger  percentage 
the  retired  personnel  must  pay  when  CHAMPUS  is  utilized.  The  drop  may 
also  be  partially  attributed  to  the  design  of  the  scoring  scale  used  for 
benefits.  BCBS  has  higher  scores  for  most,  but  not  all,  of  the  different 
categories. 
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BENEFIT 


Semi -Private 
Allowance 

Allowance  Toward 
Private  Room 

In-patient  Hospital 
Services  *1 

Maternity 

Abortion 

Sterilization 
(Surgically  induced) 

Dressing,  Lab,  etc. 

Surgery 

Illness 

Accidental  Injury 

Physicians  In-House 
Consultations  *2 

Maternity 

In-patient  Physical 
Therapy 

In-patient  Radiation 
Therapy 


i 
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TABLE  3-5 — Continued 


BENEFIT 


TYPE  OF  COVERAGE 
ABC 


Out-patient 

Psychiatry 

Prescription  Drugs 
and  Medicines 

Ambulance  Services 

Private  Duty 
Nursing 

Medical  Equipment 
Rental 

Blood  Transfusions 

Orthopedics 

Day- Night  Hospital 
Care  (Nervous  &  Mental ) 

Out-patient  Group 
Psychotherapy 

Family  Counseling 

Hypnosis 

Services  by  School 
Halfway  House 
Treatment  Center 
Sex  Change 
Speech  Therapy 


2 

2 


2 

2 

2 


4 

0 

0 

0 

0 

0 

0 

0 


3 

2 


2 

3 


2 

2 

2 

2 

2 

0 

0 

2 


1 

1 

1 

1 

1 

0 

0 

1 
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TABLE  3-5— Continued 


BENEFIT 

TYPE 

OF  COVERAGE 

A 

B 

C 

Visual  Training 

0 

0 

0 

Domiciliary  Care 

0 

0 

0 

Maximum  (Dollar) 

Benefit 

4 

0 

0 

Deductible 

4 

3 

3 

Coi nsurance 

N/A 

N/A 

N/A 

134 

106 

45 

Rj 

67* 

53*  22 

.5* 

*1  =  In-patient  hospital 
*2  =  Physicians  services 
*3  =  Out-patient  hospital 

services 
while  hospital 
services 

patient 

*4  =  Physicians  services  while  out-patient 


A  =  Blue  Cross  and  Blue  Shield^  High  Option  coverage  (BCBS) 

B  »  CHAMPUS  coverage  for  active  duty  dependent  (A/D) 

C  =  CHAMPUS  coverage  for  retired  and  retired  dependents  (Ret) 


Benefit/Cost 


The  benefit/cost  index, 

Included  are  both  the  original 

costs  of  both  BCBS  and  CHAMPUS, 

,  Ij,  is  shown  in  Figures 

theoretical  costs  and  the 

3-5  and  3-6. 

revised  theoretical 

COVERAGE 

BENEFIT/COST  INDEX  (li) 

Ori  qi  nal 

Revised 

BCBS  (A/D) 

70.5 

126.4 

BCBS  (Ret) 

63.8 

118.6 

CHAMPUS  (A/D) 

349.8 

* 

CHAMPUS  (Ret) 

146.6 

* 

*See  Figure  3-6  for  these  revised  costs. 
Fig.  3-5.  Benefit/Cost  Comparisons 


36*  SHARING  RATIO 

BENEFIT/COST 

INDEX  (Ij) 

Acti ve 

Reti red 

Acti ve 

Reti red 

0 

36 

349.8 

39.0 

10 

26 

197.0 

49.0 

18 

IS 

146.0 

61.6 

20 

16 

137.1 

65.9 

30 

6 

105.2 

100.4 

36 

0 

92.3 

146.6 

Fig.  3-6.  Revised  NAD  Benefit/Cost  Index. 


As  can  be  seen,  CHAMPUS  (A/D)  leads  1n  the  original  Index  and  all 
but  the  last  two  revised  categories.  The  CHAMPUS  (Ret)  Index,  which  has 
the  second  highest  original  benefit/cost  index,  has  a  marked  decrease  when 
revised  costs  are  considered.  This  decrease  in  the  retired  population's 
index  is  caused  by  the  relative  low  value  of  the  Tj  benefit  index  total. 

A  33:03  ratio  for  the  retired  personnel  is  required  for  the  benefit/cost 
index  to  equal  that  o^  the  revised  BCBS.  A  different  ratio  of  23:13  is 
required  before  the  active  duty  ratio  used  in  calculating  CHAMPUS 's  index 
to  equal  that  of  the  revised  BCBS.  The  revised  BCBS  index  increases  for 
both  population  groups  because  the  cost  of  health  care  was  reduced  to  a 
more  realistic  dollar  amount  by  eliminating  the  active-duty  military  pre¬ 
mium  costs. 

The  index  for  CHAMPUS  drops  apnroximately  15  percent  when  two 
adjustments  are  considered.  Once  the  proposed  dental  plan  costing  $0.23 
billion,  and  the  $1,000  cap  of  out-of-pocket  costing  $0.1  billion  are 
considered,  the  benefit/cost  Ij  index  drops  to  137,  while  the  ratio  per¬ 
centage,  Rjs  increases  to  55  percent. 

Even  with  the  additional  costs  associated  with  CHAMPUS  improve¬ 
ments,  the  benefit/cost  index  for  (A/D)  personnel  still  leads  in  the 
revised  categories,  meaning  that  CHAMPUS  provides  the  best  benefit  for 
the  cost  to  the  government. 

A  reasonably  revised  benefit/cost  index  for  the  (Ret)  personnel 
is  still  considerably  lower  than  the  next  closest  category,  which  is  BCBS 
(Ret).  To  raise  the  benefit/cost  index  for  the  retired  population,  the 


45 


numerator,  which  is  the  Tj  benefit  component,  could  be  increased,  but 
such  an  increase  would  cost  additional  money.  The  denominator,  which  is 
the  cost  factor,  could  be  decreased,  but  this  seems  unlikely  when  today's 
economic  factors  are  considered.  The  exact  costs  associated  with  an 
increase  in  the  total  benefits  for  the  retired  population  are  beyond  the 
scope  of  this  thesis. 

Conclusion 

This  chapter  analyzed  the  benefit/cost  index  comparison  for  BCBS 
and  CHAMPUS.  Adjustments  to  the  high  cost  of  BCBS  were  made  by  logically 
reducing  some  of  the  hidden  and/or  extraneous  costs.  The  apparently  lower 
CHAMPUS  costs  were  increased  due  to  costs  associated  with  dependent  care 
which  were  included  in  the  Program  VIII  costs.  The  benefit/cost  indexes 
for  each  health  care  plan  were  given  along  with  a  comparison  of  each  plan. 
The  final  chapter  consists  of  the  conclusion  and  recommendations  drawn 
from  the  analysis,  as  well  as  recommended  areas  for  future  study. 
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CHAPTER  IV 


CONCLUSIONS  AND  RECOMMENDATIONS 


Summary 

Chapter  I  presented  an  overview  of  the  MHSS  as  an  essential  part 
of  the  military  compensation  package.  CHAMPUS  is  the  non  active  duty  (NAD) 
personnel's  link  to  this  compensation  package.  A  requirement  to  possibly 
reduce  this  dissatisfaction  by  a  systematic  Lenefit/cost  study  of  the 
current  Blue  Cross  and  Blue  Shield  Federal  Employee  Health  Program  and 
CHAMPUS  was  identified.  Two  hypotheses,  focusing  on  benefits  and  costs, 
as  well  as  three  related  questions,  were  also  developed. 

The  methodology  used  to  accomplish  this  benefit/cost  study,  along 
with  sources  of  data  and  the  associated  population  groups,  were  then  identified. 
The  population  group  for  this  study  was  non-active-duty  military  personnel. 

The  data  gathering  and  data  analysis  process  were  then  detailed  for  a  five 
year  period  starting  with  fiscal  year  1976.  A  scoring  model  to  analyze 
this  data  along  with  the  benefit/cost  equations  were  then  detailed  in 
Chapter  II. 

Chapter  III  consisted  of  tables,  graphs  and  figures  which  developed 
directly  from  the  methodology  of  Chapter  II.  These  data  were  than  analyzed, 
focusing  on  the  two  health  care  systems  which  lead  to  a  benefit/cost  study. 

Some  initial  reasons  for  the  differences  between  the  two  systems  were  dis¬ 
cussed. 
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The  Initial  discussions  of  Chapter  III  are  continued  and  expounded 
in  this  chapter  (Chapter  IV).  Each  research  hypothesis  is  discussed  and 
a  concise  recommendation  for  changing  the  supplemental  (HAMPUS  program  is 
presented.  The  chapter  then  concludes  with  suggested  areas  for  further 
study. 

Hypothesis  1. 

Ho:  There  is  no  difference  in  the  benefits  (Quality  and 
Quantity)  of  the  two  systems. 

The  two  systems  were  compared  using  a  200  point  scoring  model. 

See  Table  3-5  for  the  results  of  this  model.  Analysis  of  Table  3-5  leads 
to  two  basic  conclusions.  Blue  Cross  and  Blue  Shield  has  a  slightly 
better,  but  not  significantly  so,  benefit  system  when  compared  with  CHAMPUS 
for  active-duty-dependents.  However,  there  is  a  significant  difference 
for  the  retired  and  retired  dependents.  The  retired  populations  have  very 
few  actual  benefits  under  the  present  CHAMPUS  system.  Therefore,  the 
hypothesis  (Hq)  for  the  active-duty  dependent  is  accepted  while  the  Hq 
for  retired  personnel  must  be  rejected. 

Hypothesis  2. 

Hq:  There  is  no  difference  in  the  costs  of  the  two  systems. 

Initially  the  actual  cost  of  CHAMPUS  was  compared  to  a  theoretical 
cost  of  BCBS.  The  results  are  shown  in  Figures  3-1  and  3-2.  It  is  apparent 
that  there  is  a  significant  cost  difference  with  CHAMPUS  being  far  less 
costly.  The  average  annual  difference  between  the  two  systems  is  $1.4 
billion.  When  comparing  the  graphs  for  both  population  groups,  the  cost 
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differentials  are  similar.  The  discovery  of  such  a  large  cost  differential 
led  the  author  to  explore  areas  of  possible  hidden  costs  within  both  systems. 
Taking  Into  account  these  hidden  costs  resulted  in  a  reduction  of  BCBS  costs 
and  an  increase  in  the  cost  of  CHAMPUsl  Thus,  the  disparities  shown  in 
Figures  3-1  and  3-2  were  narrowed  greatly.  The  annual  revised  cost  dif¬ 
ference  for  the  active  duty  population  ranged  from  $0,757  to  $0.09  billion 
and  for  the  retired  population  ranged  from  $0,863  to  $0.02  billion.  There¬ 
fore,  the  hypothesis  (Hq)  must  be  rejected.  There  is  a  reasonable  cost 
differential  between  the  two  health  care  systems. 

Reconwendations 

One  goal  of  the  DOO  is  to  provide  quality  health  care  to  all 
beneficiaries  as  part  of  a  benefit  package.  This  goal  appears  to  have 
been  partially  achieved  for  the  active-duty  dependent.  But,  because  of 
the  reduced  quantity  of  CHAMPUS  care  and  the  long  queues  at  OOD  medical 
facilities,  many  retirees  seek  other  health  care  systems  (2:16).  If 
this  is  true,  then  apparently,  the  goal  of  quality  health  care  has  not 
been  achieved  for  the  retired  population.  The  retiree  became  accustomed 
to  a  certain  level  of  health  care  for  himself  and  his  dependents  while 
on  active  duty.  He  might  rightly  expect  that  both  the  quantity  and  quality 
of  health  care  would  continue  when  he  retired.  To  achieve  the  stated  DOD 
goal  for  retirees,  the  government  should  attempt  to  raise  the  level  of 
benefits  to  a  level  comparable  to  that  of  active  duty  dependents. 

^More  precisely  the  increase  was  a  summation  of  the  total  NAD 
costs  rather  than  CHAMPUS  alone. 
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It  was  pointed  out  in  the  discussion  of  the  costs  associated  with 
the  increased  level  of  retired  health  care  benefits  that  additional  money 
is  needed.  The  present  BCBS  program  provides  a  cost  effective  way  of 
achieving  this  goal  rather  than  increasing  the  present  CHAHPUS  budget. 
Therefore,  it  is  recommended  that  in  order  to  achieve  quality  health  care 
for  all  beneficiaries  that  the  retired  population  be  eliminated  from  the 
present  MHSS  health  care  system  and  incorporated  into  the  present  Blue 
Cross  and  Blue  Shield  Federal  Employee  Health  Care  Program  or  other 
comparable  civilian  program. 

The  additional  cost  of  the  civilian  health  care  program  could  be 
paid  for  through  several  means.  Some  of  the  cost  could  be  paid  for  through 
a  cost  sharing  plan  similar  to  the  ones  used  in  the  CHAMPUS  CHOICE  test,  or 
the  current  Postal  Workers  payirent  plan  in  which  beneficiaries  pay  25  per¬ 
cent  of  the  premium  cost.  There  should  also  be  some  reduced  cost  to  the 
government  through  the  reduction  of  medical  facilities  needed  and  the 
reduced  workload  of  the  military  physicians  as  the  number  of  people  using 
the  MHSS  decreases.  This  reduced  cost  could  of feet  the  additional  cost  of 
providing  an  increased  quality  health  care  for  the  retired  population. 

The  present  quality  of  health  care  provided  by  in-house  physicians 
is  assumed  to  be  adequate.  It  can  also  be  assumed  that  as  the  quantity  of 
health  care  is  reduced,  the  quality  of  that  care  should  increase.  With  the 
reduction  of  the  physician  workload,  more  active-duty  dependents  should  be 
able  to  be  given  in-house  medical  care.  In-house  medical  care  of  dependents 
could  possibly  increase  the  actual  and  perceived  level  of  satisfaction  of 
dependents  with  the  MHSS.  The  CHAMPUS  program  could  therefore  be  sub¬ 
stantially  reduced. 
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Further  Study  Areas 

During  this  research,  areas  were  identified  which  needed  further 
study.  These  areas  may  provide  a  starting  point  for  other  related  research. 

The  Terasawa  and  Whipple  study  implied  that  approximately  36  per¬ 
cent  of  the  in-house  itiedical  care  costs  could  be  attributed  to  dependents 
and  retired  personnel.  They  stated  that  "It  is  not  at  all  clear  that  an^ 
of  the  true  fixed  and  variable  costs  exist  C^re  known]  at  the  present 
time  C23:183."  Because  this  type  of  information  was  and  is  lacking,  estimates 
and  generalizations  were  used  to  construct  their  model.  Therefore,  a 
study  focusing  on  the  actual  fixed  and  variable  costs  in  DOD  medical 
facilities  is  needed.  The  following  is  a  suggested  method  by  which  their 
model  could  be  proven  correct/incorrect.  Wright-Patterson  AFB,  OH  could 
be  used  to  discover  the  costs  associated  with  a  hospital  having  a  large 
civilian,  retired,  and  dependent  population.  A  northern  tier  base,  such 
as  Minot  AFB,  NO  could  be  used  to  discover  the  costs  of  a  smaller  hospital 
with  a  population  comprised  primarily  of  active-duty  and  uctive-duty- 
dependents. 

The  present  Federal  Employee  Program  uses  a  25/75  percent  cost 
sharing  plan.  A  study  should  be  considered  which  would  find  actual  out- 
of-pocket  cost  of  CHAMPUS  care.  It  has  been  assumed  that  these  out-of- 
pocket  costs  are  presently  less  than  10  percent.  The  OCHAMPUS  office  does 
not  keep  these  costs.  OCHAMPUS  keeps  only  government  costs  paid  and  number 
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of  claims  filed.  Finding  out  actual  out-of-pocket  expenses  would  aid 
greatly  in  determining  how  much  each  Individual  or  family  would  be 
willing  to  pay  for  a  non-MHSS  health  care  package. 

Conclusion 

A  simple  benefit/cost  analysis  incorporating  actual  and  theo¬ 
retical  components  affecting  the  comparative  costs  and  benefits  of  pro¬ 
viding  health  care  to  the  eligible  ncn-active  duty  population  was  accom¬ 
plished.  The  analysis  indicated  that  the  present  CHAMPUS  system  provides 
the  best  benefit  to  cost  ratio  for  active-duty  dependents.  It  also  indi¬ 
cated  that  the  retired  population  receives  substantially  fewer  health  care 
benefits  after  they  separate  from  active-duty. 

At  a  time  when  one  of  the  socio-economic  problems  facing  the 
military  services  is  the  demand  for  more  equitable  access  to  a  quality 
health  care  system,  the  Surgeon  Generals  of  the  three  major  military 
services  are  diligently  searching  for  the  least-cost  method  of  providing 
the  care  which  is  demanded  by  the  eligible  dependent  population.  From 
the  analysis  made  and  the  studies  cited,  this  thesis  recommended  an  approach 
to  meet  that  objective  and  improve  the  non-acti ve-duty  personnel's  health 
care  system.  Specifically,  that  recommendation  is  to  transfer  the  retired 
population  to  a  civilian  health  insurance  program  and  accomplish  all  the 
active-duty  dependent  population  health  care  in-house.  The  author  believes 
that  this  thesis  will  assist  in  both  increasing  the  satisfaction  by  NAD 
personnel  with  their  health  care  and  also  possibly  reduce  the  overall  health 
care  costs  to  the  government. 
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APPENDIX  A 


CHAMPUS  VS.  BCBS 
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Alterations  to  living  spaces  and  permanent  fixtures  o  Routine  dental  care  and  dental  appliances; 

attached  thereto  even  where  necessary  to  accommo- 

d.ite  installation  of  covered  medical  equipment  or  to  o  Donor  service  costs  and  fee  for  artificial 

facilitate  access  or  regress;  insemination; 
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BCBS 

s 

Blue  Cross  and  Blue  Shield 

CHAMPUS 

s 

Civilian  Health  and  Medical  Program  of  the 
Uniformed  Services 

000 

= 

Department  of  Defense 

HEW 

Health,  Education  and  Welfare 

HMO 

^’»alth  Maintenance  Organization 

MHSS 

= 

Military  Health  Service  System 

NAD 

Non-Active-Duty 

OCHAMPUS 

= 

Office  of  Civilian  Health  and  Medical  Prog 
of  the  Uniformed  Services 

0MB 

= 

Office  of  Management  and  Budget 
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